Approved For Release 2006/12/15 : CIA-RDP81M00980R001 CT MLO 


EXECUTIVE OFFICE OF THE PRESIDENT ~~ 


OFFICE OF MANAGEMENT AND BUDGET: Ere. 


WASHINGTON, D.C. 20503 
i 
ot 


January 4, 1977 a: 
eLe- 7% 


LEGISLATIVE REFERRAL. MEMORANDUM 


OES 


Legislative Liaison. Officer 


Civil Service Commission <i! 0 = l° + 
Department of Defense . ; 
Department of Health, Education, and Welfare 
Department of Labor — 2 ogee 
Department of the Treasury 

Department of State a 

Central .Intelligence Agency U~. 

District of Columbia Government 
Administrative Office of the U.S. Courts 


SUBJECT: Draft Administration proposal that cost-of- 

_ living adjustments under Federal. employee 
‘(military and civilian) retirement and disability 
programs be indexed in the same manner as social 
security. : 


The Office of Management and Budget requests the views of 
your agency on the above subject before advising on its 
relationship to the program of the President, in accordance 
with OMB Circular A-19. . "Oh. 


A response to this request for your views is needed 
no later than C.O.B. January 23, 1978. — 


Hilda Questions should be .referred to Barbara Torrey (395-4547) or to 
Schreiber ( 395-4650 ) or to Phoebe Felk (395-4702 ), 
the legislative analyst in-this office. 


iy on | LANE Poa | 
(tyr LN MOY CNY 
. Naomi R. Sweeney for eS: 


Assistant Director for 
begislative Reference 


Enclosures 
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-. Specifications for a Draft Administration Proposal 
to make the Cost-of-Living Adjustment for Federal 
Retirement and Disability Benefits the Same as the 
Social Security System's Cost-of-Living Adjustment 


Proposal: That Federal employees (military and 
civilian) retirement and disability programs linked to 
dis ena GonednerePs ice Index (CPI). be indexed in. the same 
manner as social security: _ pes Sb » 


| 


Virtually all Federal weeveenane and disability — 
programs provide for sueomatee cost-of-living increases | 
to maintain the purchasing power of benefit payments. 
Most such programs, including civil aence and 
military retirement, have two cost-of-living i iereaaes 
each year, while social suGuet pana railroad retire- 
ment have only ones | 

Federal retirement and disability programs Snouia 

. be treated consistently when there is-‘no: extenuating 
circumstance that justifies an rcepetens. The 
principle of consistency, however, could be applied 
in two directions; making the adjustment for Federal 
retirees similar to social security and railroad 

: Yetirement or the reverse. | 

Three arguments, in addition to the budgetary 
savings, would support shifting to an annual increase 


for all retirement programs: 


/\ Binisie. Wiratatetereipiata’ atata' mata! 
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2 
-- Comparability increases in pay for. active Federal 
employees, which implicitly.include a sdatcoe= living 
_ component, are riaivea to only once per year. 

- o- Automatic increases in peivate and State and local 
pensions, to the Seeene. cucn anerenues occur,. are generally 
‘limited to only qnce per year. 

== The civil service retirement system and the social 
security system are both underfunded; if a uniform system of 
indexation is desired, it should reduce this funding problem, 


+ 


not increase it. 


Ultimately, it is difficult for Federal employees to 


justify why they should be treated more generously than the 
rest of the population. 
Affected Programs 
Civil gavyies | 
Military 
Foreign Service 
CIA and 
Federal Employees' Compensation Act 


The Proposed Cost-of-Living Adjustment 


The following-is a deséription of how the proposed. 


oe ~ 
cost-of-living adjustment would work: 
+= Benefits would be increased whenever the average CPI 
in the first quarter of the calendar year (the computation 


'quarter) exceeds the average CPI in the first quarter of the 


WOOSSOROO) (O00 10065- 
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3 
previous calendar eee (the base quarter) ae at tedet 33. 
The benefit increase would. equal. the percentage increase in 
the CPI over this period. 
-- The benefit increase would be arsaceive June 1 and _ 
- payable July lL of the same year as thie Somputakion quarter. 
eee i the Congress were to enacta. general (i.e., non- 
CPI) increase in Hanetiee, eke effective date of the legis- 
lative increase would become the base quarter. There can be 
no gabsequent computation quarter in any calendar year in 
| which.a general benefit increase is enacted or becomes 
; 


' effective. ; a7 
7 . The Transition from the Present System 
i to_ the Proposed System — 


i 


The assumed effective date for this proposal would be 
the June 1, 1979, benefit increase. | 
> The Federal retirement and disability programs will 
make their scheduled cost-of-living adjustment, effective 
in ‘March of 1979. “(FECA has a different adjustment mechanism 
and therefore is treated separately below.) The March 1979 
inersaee will be Bae eaeh the CPI increase from July 1978 to 
December 1978. | . 

The June 1979 adjustment for Federal retirees will be 
equal to the increase in the CPI from December 1978 (the 
last base period under the semi-annual adjustment mechanism) 
to the first quarter of calendar weae 1979. Subsequent June 
increases will be based on the existing social security 


formula specified earlier. 


A-Fe IPS TWIOOS80R001/000 10065- 
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Table l contains the current CPI assumptions. Table 2 
y+ Jue provides examples of the cost-of-living adyuetieheasar che. >cies 
_ Federal employee (civilian and military) retirement and 
disability programs, using the current economic assumptions, 


‘.under both present law and.the proposed change in law. 


The Transition from the Present System 
‘ to the Proposed System for the 
Federal Employees’ Compensation Act’ 


The assumed effective date for this proposal would be 
the June 1, 1979, benefit increase. | 

The Federal Employee Compensation program (FECA) will 
make its scheduled cost-of-living adjustment, effective in 
January of 1979. The Thies 1979 iieveses will be based on 
the CPI increase from April 1978 to December 1978. 

The June 1979 adjustment for FECA recipients will be 
equal to the increase in the CPI from December 1978 (the 
last Baws period under the. semi-annual adjustment mechanism) 
to the first quarter of calendar year 1979. Subsequent June 
increases will be based on the existing social security 
formula specified earlier. 

‘Table 3 is an example of the cost-of-living adjustments 
for the FECA program using @urrent economic assumptions under 


both the current and proposed law. 


By=ysGnVilareet:ta) -yavat éavalauralal= 
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Military and Civil 
Service Retirement 


(effective date) 
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-__Law Law 
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TABLE 3. 


Cost-of-Living Increases for FECA 


. (%) (3) |. 
- “Current '. ., . Proposed. 

Effective Date aye - "7" Daw 
July 1977 ss . . spaces Eee 

.. May 1978 ce : 4.3 
January 1979 * 4.25) 

' June 1979 °0.8= 
October 1979 sd -— 
June 1980. oi oo. 7 59 
July 1980 . 4.1 ; —— 

' June 1981 Bs, a 5.4 
May 1981 - 38 
June 1982 
February 1982 
June 1983. 

December 1982 


'. 1/ In CPI from December 1978 to first quarter of CY 1979. 
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